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The in fo rm a tio n  con ta ined in th is  report has been prepared fro m  sources considered re liable, bu t its accuracy is no t guaranteed by us 
and is NOT necessarily a com plete  sum m ary o f all available materials on the subject. O pin ions expressed herein do no t necessarily re flect 
In s titu te  p o licy . R eproduction  o f these materials w ith o u t p r io r approval o f the A IC P A  is p ro h ib ite d .
1SECURTIES AND exchange ComMIssiOn
Proposed rev isio n s to  Regulation S-K and Form 20-F to  elim inate mandatory supplemental
d isclosu re  regarding in f la t io n  and changes in  p rice s  w i l l  be considered a t  an SBC
open m eeting sched uled  fo r  12/18/86. The m eeting w i l l  be h e ld  a t  10 a. m. in  th e  
Commission's Meeting Room, Room 1C30, a t  the Commission's headquarters building, 
450 F i f t h  S t r e e t ,  N.W., W ashington, D.C. For fu rth e r  in fo rm a tio n  c o n ta c t  James 
Bradow a t 202/272-2130.
F inancial Reporting Release-28, an in te rp re tiv e  re lease  addressing accounting fo r
loan lo sses  by SBC re g is tra n ts  engaged in  lending a c t iv i t ie s ,  has been issued
by th e  SEC (see th e  12/10/86 Fed.  Reg., pp. 44446-49). The r e le a s e  ex p re sses  th e
Commission's view s concerning an alysis  and reporting o f  loan losses, requirements 
on accounting for repossessed c o lla te r a l,  and valuation o f  loan c o lla te r a l th a t i s  
sub sta n tiv e ly  or form ally repossessed. S p e c i f i c a l ly ,  th e  Commission exp ressed  
concern th a t  th e  books and reco rd s o f  c e r t a in  r e g is t r a n t s  engaged in  len d in g  
a c t i v i t i e s  have appeared to  la c k  adequate docum entation o f  procedures fo r  
p erform in g p e r io d ic  d e t a i le d  re v ie w s  to  id e n t i fy  r is k s  and assign  o v e ra ll loan 
p o rtfo lio  q u ality , and fo r determining amounts o f  allowances and provisions for 
lo an  lo s s e s  to  be rep o rted  based on th e  r e s u lt s  o f  th e  d e t a i le d  re v ie w s. 
Regarding substantive repossessions o f  c o lla te r a l, the SEC re lease  cautioned th at 
a re g istra n t cannot avoid the f a i r  accounting required by FAS 15, Accounting fo r 
D ebtors and C r e d ito r s  fo r  Troubled Debt R e stru c tu r in g s , s im p ly  b y a v o id in g  a 
formal repossession. The re lease  s ta te s  th at a lender should gen era lly  consider 
c o l l a t e r a l  to  be rep o ssesse d  in  su bstan ce and accounted fo r  a t  i t s  f a i r  m arket 
v a lu e , in  co n fo rm ity  w ith  FAS 15, when: 1) th e  d eb tor has l i t t l e  o r no e q u ity  in  
the c o lla te r a l, considering i t s  current f a ir  value; 2) proceeds fo r repayment o f 
th e  loan  come o n ly  from th e  o p e ra tio n  and s a le  o f  th e  c o l l a t e r a l ;  and 3) th e  
debtor has e ith e r  form ally or e f fe c t iv e ly  abandoned control o f  the c o lla te r a l to  
the cred ito r or w hile the debtor reta in s control o f  the c o lla te r a l,  because o f  the 
debtor's fin a n cia l condition or economic prospects, i t  is  doubtful th a t the debtor 
w i l l  be a b le  t o  re b u ild  e q u ity  in  th e  c o l l a t e r a l  o r o th e rw ise  repay th e  loan  in  
the forseeable future. The in te rp re tiv e  guide was approved unanimously during an 
11/25/86 open m eeting o f  th e  SEC (see th e  12/1/86 Wash. Rpt.). For fu r th e r  
inform ation contact Wayne Pentrack a t  202/272-2130.
SMALL BUSINESS ADMINISTRATION
A forum on the regulation  o f  sm all business pension plans w i l l  be held  on 1/27/87 by
the Small Business Adm inistration O ffic e  o f  Advocacy. The h a lf- d a y  s e s s io n  w i l l  
focus on in cen tives for sm all employers to  provide pension plans and w i l l  include 
discussion regarding the continued need fo r  the "top-heavy" ru les in  l ig h t  o f  the 
many changes re q u ired  o f  a l l  re tire m e n t p la n s  by th e  Tax Reform A ct o f  1986, 
according to  the agency. The program includes a speech on sm all business pension 
p o lic y  fo llow in g the Tax Reform Act o f  1986 by former Congressman John ErlenboRN 
(R-IL), who served as the Ranking M inority Member o f  the House Education and Labor 
Com m ittee, and i s  now an a tto rn e y  in  th e  W ashington o f f i c e  o f  S e y fa r th , Shaw, 
Fairweather and Geraldson, and introductory remarks by Frank Swain, C hief Counsel 
f o r  A d v o c a c y  f o r  t h e  SBA. An open d i s c u s s i o n  on t h e  to p  h e a v y  r u l e s  and 
in cen tives fo r sm all business pensions w i l l  feature representatives from the White 
House C onference on Sm all B u sin ess, th e  Senate S p e c ia l  Com m ittee on A ging, 
T reasu ry  Department and th e House Com m ittee on E ducation and Labor. The forum 
w i l l  b e g in  a t  1:30 p.m. in  Room 2359 o f  th e  Rayburn House O f f ic e  B u ild in g , 
W ashington, D.C. There i s  no ch arge t o  a tte n d  th e  forum, b u t th e  SBA a d v ise s  
e a r ly  r e g is t r a t io n  s in c e  space i s  l im ite d . To r e g is t e r  or fo r  fu r th e r  
inform ation, contact Lynne Garbose a t 202/634-6115.
2TREASURY, D EPARTMENT OF
An explanation o f  changes a ffe c t in g  taxpayers contributing to  in d ivid u al retirem ent
accounts (IRAs) in  1987, as a re s u lt  o f  the Tax Reform A ct o f  1986, has been
issued by the IRS. The explanation, Announcement 86-121, w i l l  appear in  Internal
Revenue B u lle t in  1986-50, dated  12/15/86. The IRS noted in  an accompanying 
inform ation re lease  th a t "many taxpayers who plan to  contribute" to  IRAs in  1987 
w i l l  be a ffected , but th at contributions fo r  the 1986 ta x  year may s t i l l  be made 
as la te  as 4/15/87. IRS said  th a t Announcement 86-121 may be used by a master or 
prototype IRA sponsor to  update i t s  d isclosu re  statement, as required by section  
1.408-6 o f  th e  T reasu ry  R e g u la tio n s. The IRS a ls o  s a id  t h a t  P u b lic a t io n  590, 
"Individual Retirement Arrangements (IRAs)" i s  being revised and th a t i t  w i l l  be 
a v a i l a b l e  in  J a n u a ry  from  th e  IRS. I n d iv id u a ls  may c a l l  th e  IRS Tax 
Forms/Publications number l is te d  in  lo c a l d ire c to r ie s  under "U.S. Government" to  
obtain  copies. For furth er inform ation contact the IRS a t  202/566-4024.
Changes in  requirements governing deposits o f  Federal Insurance Contributions A ct
(FICA) amounts by s ta te  and lo c a l government employers covered by "218 agreements"
were issu e d  by th e  IRS in  an advance announcement (Announcement 86-122) on
12/8/86. The announcement i s  sched uled  t o  be p u b lish e d  in  In te r n a l Revenue 
B u lle t in  No. 1986-51, dated 12/22/86. A ccordin g t o  th e  IRS, th e  Omnibus Budget 
R e c o n c ilia t io n  A ct o f  1986 r e q u ire s  each s t a t e  and lo c a l  governm ent em ployer 
covered  by a 218 agreem ent to  f i l e  re tu rn s  w ith  th e  IRS and d e p o s it  FICA ta x e s  
through the Federal Tax Deposit (FID) system. P rior law gen era lly  excluded wages 
paid by s ta te  and lo c a l government employers from FICA taxation . Section 218 o f 
the S ocia l Security  Act provides th at a s ta te  may enter a voluntary agreement w ith  
th e  S e c r e ta r y  o f  H ealth  and Human S e r v ic e s  to  p ro v id e  s o c ia l  s e c u r it y  fo r  i t s  
employees or employees o f  lo c a l governments w ith in  the sta te . Announcement 86-122 
re q u ire s  s t a t e  and lo c a l  governm ent em ployers to  use th e ir  in d ivid u al employer 
id e n t i f i c a t i o n  number fo r  purposes o f  re p o rts  w ith  th e  IRS r a th e r  than numbers 
a ss ig n e d  to  th e  s t a t e s  by th e  S o c ia l  S e c u r ity  A d m in istra tio n  under th e  218 
agreements. The IRS announcement esta b lish es d iffe re n t deadlines fo r  the f i l in g  
o f  FICA reports based upon the amount o f  undeposited w ithheld Federal income taxes 
due by the employer. IRS advises employers in  need o f  ad d ition al inform ation to  
consult IRS C ircu lar E. A copy o f  the IRS announcement may be obtained by c a llin g  
202/566-4054.
Guidance on the ap p lication  o f  the b u ilt - in  gains ta x  applied to  firm s which e le c t  to
be treated  as S corporations a fte r  12/31/86 was rece n tly  issued by the IRS in
Announcement 86-128. The Tax Reform A ct o f  1986 m o d ifie d  th e  tre a tm e n t o f  S
corporations th at were form erly C Corporations by imposing a corp o rate-level tax 
on certa in  "b u ilt - in "  gains th a t arose p rio r  to  conversion to  S corporation sta tu s 
and is  intended to  prevent corporations from avoiding the e f fe c t  o f  the repeal o f  
th e  G eneral U t i l i t i e s  D o ctrin e . The "reco g n ized  b u i l t - i n  ga in " i s  any g a in  
reco g n ized  d u rin g  th e  r e c o g n it io n  p e rio d  on th e  d is p o s it io n  o f  an a s s e t .  The 
S e rv ic e  n o tes th a t  " d is p o s it io n  o f  any a s s e t"  w i l l  in c lu d e  th e  c o l le c t io n  o f  
accounts receivab le  by a cash method taxpayer and the completion o f  a long-term 
c o n tr a c t  perform ed by a ta x p ay er u sin g  th e  com pleted c o n tr a c t  method o f  
accounting. Regarding the treatm ent o f  inventory under the b u ilt - in  gain  tax, the 
IRS explained th at the inventory method used by the taxpayer fo r  ta x  purposes w i l l  
be used to  id e n t i f y  w hether goods d isp osed  o f  fo llo w in g  co n v ersio n  to  S 
c o rp o ra tio n  s ta tu s  w ere h e ld  b y th e  co rp o ra tio n  a t  th e  tim e o f  co n v ersio n . 
A ccordin g to  th e IRS, in  o rd er t o  p rev e n t c o rp o ra tio n s  from  circu m ven tin g  th e  
b u ilt - in  gain tax, the regulations w i l l  provide th a t tran sferred  b a sis  property 
acquired by an S corporation from a C corporation i s  gen erally  su b ject to  the tax 
notwithstanding th a t the "transferee corporation has always been an S corporation 
or th a t the a ssets  were not held as o f  the beginning o f  th a t corporation's f i r s t  
ta x a b le  y e a r  as an S c o rp o ra tio n ."  Announcement 86-128 i s  sch ed uled  to  be 
published in  Internal Revenue B u lle tin  1986-51, dated 12/22/86.
3TREASURY, DEPARTMENT OF
C ertain  ru les  re la tin g  to  accrual o f  vacation pay under code section  463,
c la r if ic a t io n  o f  the "su b sta n tia lly  a l l 11 t e s t  under code section  103(b)(4), and
approxim ately 130 other p ro jects  cu rren tly  under review w i l l  be closed by the
IRS. According to  News Release IR-86-167, the IRS i s  c lo sin g  the p ro jects  so th at 
resources can be more e f f ic ie n t ly  used in  providing regulatory guidance fo r the 
Tax Reform A ct o f  1986. Many o f  th e  p r o je c t s  w i l l  be c lo s e d  because n ece ssa ry  
in te rp re ta tiv e  guidance can be provided in  other ways. In those s itu a tio n s where 
r e g u la t io n s  p r o je c t s  a re  c lo s e d  and th e  is s u e s  w i l l  not be add ressed  in  o th er 
r e g u la t io n s  p r o je c t s ,  th e  o f f i c e  o f  th e  A s s o c ia te  C h ie f Counsel w i l l  e n te r ta in  
requests fo r ru lin gs unless the issu e i s  covered by the no-rule provisions o f  Rev. 
Proc. 86-1 or Rev. Proc. 86-3. C opies o f  IR -86-167, w hich in c lu d e s  a l i s t  o f  the 
p r o je c t s  to  be c lo s e d , may be o b ta in ed  by c a l l i n g  th e  IRS a t  202/566-4054. For 
further inform ation contact the IRS Public A ffa ir s  D ivision a t  202/566-4024.
SPECIAL: AICPA SCHEDULES 198 7 S EC CONFERENCE
The Fourteenth Annual N ational Conference on Current SEC Developments w i l l  be held
1/6-7/87 a t  th e  C a p ita l H ilto n  H otel in  W ashington, D.C. T h is y e a r 's  con feren ce
w i l l  p ro v id e  p a r t ic ip a n ts  w ith  im p ortan t in fo rm a tio n  and a n a ly se s  on cu rre n t 
conditions, requirements, and e x is tin g  and p o te n tia l problems, as w e ll as in sigh t 
in to  future developments in  the s e c u r it ie s  f ie ld . Among the major to p ics to  be 
covered  b y th e  co n feren ce  a re : c u rre n t p r o je c t s  in  th e  O f f ic e  o f  th e  C h ie f 
Accountant, responses to  fraudulent fin a n c ia l reporting, and examples o f  p ra ctice  
problems in  SEC f i l in g s . P articip an ts a t  the conference w i l l  be addressed by SEC 
Commissioner Edward Fleischman, SEC C hief Accountant A. Clarence Sampson, AICPA 
Chairman o f  th e  Board J. M ichael Cook, AICPA P re s id e n t P h i l ip  B. Chenok, P u b lic  
Oversight Board Chairman A.A. Sommer, Jr., and National Commission on Fraudulent 
F in a n c ia l R eporting Chairman James C. Treadway, J r ., as w e l l  as a h o s t o f  o th er 
leading experts in  the f ie ld . The recommended CPE c re d it  i s  16 hours. For further 
inform ation contact the AICPA Meetings Department a t  212/575-6451.
For  fu r t h e r  in fo r m a tio n  c o n ta c t  S h i r l e y  Hodgson o r  Joseph  P e t i t o  a t  20 2/872-8190.
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